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I.       A  TIME  TO  ACT 

IT  IS  TIME  TO  RESTORE  CREDIBILITY  TO  THE  STATE'S  FISCAL  CONDITION  --  TO  AVERT 
WORSE  TIMES  OR  WORSE  SOLUTIONS.     CURRENTLY,     MASSACHUSETTS  IS  IN  THE  PARADOXICAL 
POSITION  OF  BEING  THE  THIRD-WEALTHIEST  STATE  (IN  TERMS  OF  PERSONAL  PER  CAPITA 
INCOME)   BUT  THE  ONE  WITH  THE  LOWEST  CREDIT  RATING.     THIS  MATTER  CANNOT  BE 
TOLERATED  ANY  LONGER.     ALL  OF  US  ARE  BEING  HURT  UNNECESSARILY. 

AHEAD  LIE  HARD  CHOICES  INVOLVING  SHARED  RESPONSIBILITY.      IT  IS  TIME  TO  ACT,  BUT 
EVEN  MORE  IMPORTANTLY,  A  TIME  TO  GO  TO  WORK. 

FIRST.  THERE  MUST  BE  A  FIRM  COMMITMENT  BY  GOVERNMENT  TO  THE  CONTROL  OF  OPERATING 
EXPENSES . 

WHATEVER  CAN  BE  DONE  NOW  TO  STREAMLINE  GOVERNMENT  SHOULD  BE  DONE,  BUT  THERE  IS  A 
LIMIT  TO  WHAT  CAN  BE  DONE  QUICKLY  WITHOUT  SHOCKING  OUR  ECONOMIC  SYSTEM. 

A  COMMITMENT  MUST  ALSO  BE  MADE  TO  ORGANIZATIONAL  AND  SYSTEMIC  CHANGES,  WHICH 
TAKE  TIME.     WE  ARE  INTO  A  MULTI-YEAR  PROCESS. 

SECOND.  THE  HUMAN  SERVICES  INVESTMENT  OF  THE  '80S  MUST  BE  PRESERVED.  WITH 
CONSTRAINED  RESOURCES,   OPERATING  EFFICIENCY  MAY  BE  THE  ONLY  ROUTE  TO  MAINTAINING 
EXCELLENCE  IN  THIS  AREA. 

THIRD.  MORE  INVESTMENT  IS  NEEDED  IF  MASSACHUSETTS  IS  TO  SUSTAIN  ITS  HIGH  INCOME 
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LEVELS.      IMPROVING  THE  INFRASTRUCTURE  AND  THE  QUALITY  OF  OUR  WORKFORCE  ARE  GOOD 
PUBLIC  INVESTMENTS. 

FOURTH .   WHILE  WE  PRODUCE  REASONED  SOLUTIONS  TO  THE  ISSUES  THAT  FACE  US,   A  WAY 
MUST  BE  DEVISED  TO  BRIDGE  THE  CURRENT  REVENUE  GAP.       THAT  SHOULD  NOT  BE  DEFICIT 
FINANCE. 

THAT  LEAVES  TAXES.     TAXES  SUCH  AS  THE  ONE -CENT  SALES  TAX  AND  A  BROADENING  OF  THE 
SALES  TAX  BASE  AS  IS  BEING  DISCUSSED  IN  THE  HOUSE.     NEW  TAXES  CAN  BE  JUSTIFIED 
HOWEVER,  ONLY  IF  GOVERNMENT  COMMITS  ITSELF  TO  CONTROLLING  EXPENSES,  MANAGING 
STRUCTURAL  CHANGE,   AND  INVESTING  IN  OUR  FUTURE. 

QUITE  SEPARATELY,   A  GASOLINE  TAX  DEDICATED  TO  ATTACKING  THE  DEFERRED  MAINTENANCE 
OF  OUR  INFRASTRUCTURE  SHOULD  BE  PASSED  PROMPTLY  AND  PROJECTS  ON  THE  SHELF  PUT 
INTO  MOTION.     THE  WORK  NEEDS  TO  BE  DONE;  WITHOUT  ACTION  THERE  WILL  BE  UNNECESSARY 
UNEMPLOYMENT  IN  THE  CONSTRUCTION  SECTOR;  AND  NOW  IS  A  GOOD  TIME  TO  LET  CONTRACTS, 
BEFORE  THE  BIG  PUBLIC  WORKS  AGENDA  OF  THE   '90S  GETS  UNDERWAY. 

BUT  WHAT  WE  DO  NOT  NEED  IS  A  QUICK  FIX  --  LEST  WE  BE  IN  A  BIGGER  FIX  TOMORROW. 
WITHOUT  A  COMMITMENT  TO  CHANGE,  WE  FACE  PERPETUAL  DEFICITS  AND  PERPETUAL  TAX 
INCREASES  INTO  THE  FORESEEABLE  FUTURE.     THIS  WOULD  CRIPPLE  OUR  ABILITY  TO  INVEST 
IN  OUR  FUTURE  --  AN  INVESTMENT  WHICH  IS  NEEDED  TO  BRING  US  NEW  STREAMS  OF  INCOME, 
WHICH  WILL  ALLOW  US  TO  EXTEND  INTO  THE  FUTURE  THE  PROGRESS  WE  HAVE  ACHIEVED  IN 
THE  DECADE  OF  THE  '80S. 
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II .  THE  MIRACLE  YEARS 

"THE  MIRACLE"  OF  THE  '80S  WAS  BASED  ON  AN  ABUNDANCE  OF  RELATIVELY  LOW  COST  LABOR, 
AN  ADEQUATE  INFRASTRUCTURE,   AND  A  FAVORABLE  MIX  OF  INDUSTRIES. 

IT  INDUCED  HIGH  LEVELS  OF  PRIVATE  AND  PUBLIC  SPENDING  AS  IT  GOT  UNDERWAY.     IN  THE 
PRIVATE  SECTOR,   DEFENSE  AND  FINANCIAL  SERVICES  PEAKED  IN  '87,   CONSTRUCTION  IN 
'88.     ON  THE  PUBLIC  SIDE  HIGH  REVENUE  GROWTH  RATES  IN  1985-86  ACCELERATED  THE 
SPENDING  PROCESS. 

SPENDING  DROVE  PAST  THE  REVENUE  LINE  IN  1987. 

(CHART  A) 

THE  MIRACLE  DECADE  IS  DRAWING  TO  A  CLOSE.     IT  IS  NOW  IMPORTANT  THAT  WE  MAINTAIN 
WHAT  WE  HAVE  ACHIEVED  AND  THAT  WE  NOT  SLIP  BACKWARDS.     AND  THAT  WE  BUILD  FOR  THE 
FUTURE. 

III.  THE  INCOME  AND  REVENUE  OUTLOOK 

FORECASTS  PAINT  A  WEAK  PICTURE- -CERTAINLY  IN  CALENDAR  '90. 

(CHART  B) 

BEYOND,   DESPITE  THE  LARGE  PUBLIC  WORKS  PROJECTS  OF  THE  '90S  AND  OUR 
WELL  DIVERSIFIED,   STABLE  ECONOMIC  BASE,  THE  OUTLOOK  IS  FOR  NO  BETTER  GROWTH  RATES 
THAN  THOSE  OF  THE  COUNTRY  AS  A  WHOLE- -AND  MAYBE  EVEN  LESS.     AND  FOR  THE  COUNTRY 
AS  A  WHOLE,   THE  TREMENDOUS  SUSTAINED  EXPANSION  OF  THE   '80S  IS  ALSO  MOVING  TO  A 
PERIOD  OF  MORE  MODERATE  GROWTH. 


A 


OUR  LABOR  COSTS  ARE  NO  LONGER  LOW- -OTHER  COSTS  OF  DOING  BUSINESS  IN  MASSACHUSETTS 
ARE  RELATIVELY  HIGH.     OUR  INDUSTRY  MIX  HAS  NO  NEW  BIG  WINNERS  OUT  THERE,  ALTHOUGH 
MANY  ARE  VERY  PROMISING.     A  WEAKER  DOLLAR  MAY  STIMULATE  MORE  EXPORTS.     BUT  ALL  OF 
THESE  FACTORS  ARE  IN  THE  FORECASTS  AND  THE  FORECASTS  SHOW  AT  BEST  AN  AVERAGE 
PERFORMANCE. 

STATE  REVENUES  SHOULD  NOT  SHOW  MUCH  RESPONSIVENESS  IN  THE  NEAR  TERM.     PARTLY  THIS 
IS  THE  ECONOMIC  CYCLE,  PARTLY  IT  IS  STRUCTURAL.     OUR  REVENUE  SYSTEM  MOVES  WITH 
THE  CYCLE,  ONLY  MORE  SO,  THUS  WHEN  TIMES  ARE  GOOD  IT  DOES  BETTER  AND  VICE  VERSA. 

IT  IS  ALWAYS  TEMPTING  TO  FIRST  THINK  OF  "GROWING  OUT  OF  THE  PROBLEM,"  BUT  THAT 
SOLUTION  IS  NOT  IN  THE  CARDS. 

IV.  EXPENSES 

SO  LET'S  LOOK  AT  EXPENSES.     IN  THE  '80S  WE  HAD  A  FULL  AGENDA . 

(CHART  C) 

LOCAL  AID  GREW  SUBSTANTIALLY  AS  WELL- -SOME  5.8%,  IN  REAL  TERMS  FROM  1982  TO  1989. 
HOWEVER,  THE  NUMBERS  ARE  SPREAD  ACROSS  THE  CATEGORIES  IN  THE  ABOVE  CHART. 

CLEARLY  HUMAN  SERVICES  AND  EDUCATION  LED  THE  WAY.     WE  HAVE  EVIDENCE  OF  GOOD 
RESULTS  FROM  THE  SPENDING  IN  THESE  AREAS  WHICH  NEED  BETTER  PUBLICIZING. 

IN  ADMINISTRATION  &  FINANCE,  STAFF  GROWTH  ENFORCED  REVENUE  COLLECTIONS  WHICH  ARE 
UP  THREEFOLD  FROM  FISCAL  1983. 
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THROUGH  THE  TREASURER'S  OFFICE,  THE  LOTTERY  GREW  FROM  $75  MILLION  IN  1981  TO  $1.5 
BILLION  IN  1989,   NOW  7%  OF  OVERALL  REVENUES. 

WE  DID  NOT  DO  SO  WELL  IN  TRANSPORTATION  AND  CONSTRUCTION  --  WHERE  THE  CHART  SHOWS 
NEGATIVE  REAL  GROWTH  --  AND  IN  CAPITAL  SPENDING.      IN  FACT,   OUR  INFRASTRUCTURE  IS 
NOT  IN  THE  BEST  CONDITION. 

(CHART  D) 

AS  THE  DECADE  GOT  UNDERWAY,  THE  LEVEL  OF  CAPITAL  SPENDING  IN  OUR  INFRASTRUCTURE 
WAS  SIGNIFICANTLY  BELOW  OUR  SPENDING  LEVELS  OF  THE  SEVENTIES. 

(CHART  E) 

BY  THE  END  OF  THE  DECADE,  WE  WERE  STARTING  TO  RETURN  TO  OUR  HISTORIC  LEVELS- -BUT 
MUCH  OF  THE  RECENT  INCREASES  HAVE  COME  IN  BUILDINGS,   SUCH  AS  PRISONS  AND  PUBLIC 
HOUSING. 

IN  THE  SPENDING  AREA,  HOWEVER,  ANOTHER  PHENOMENON  WAS  AT  WORK.     PRIOR  TO  1988 
GROWTH  IN  SPENDING  CAME  IN  THE  LARGELY  DISCRETIONARY  AREAS. 

(CHART  F) 

IN  THE  COMMITTED  AREAS,  ONLY  GROUP  INSURANCE  STANDS  OUT  AS  A  SERIOUS  CONTROL 
ISSUE. 

(CHART  F-l) 

HOWEVER  BY  FISCAL  1989  THE  PICTURE  HAD  CHANGED.     MEDICAID  HAD  BEGUN  ITS  RISE; 
BOTH  IT  AND  EMPLOYEE  HEALTH  BENEFITS  ROSE  OVER  16%.     AND  TO  CONTAIN  EXPENDITURES, 
THE  PRESSURE  WAS  FELT  ON  LOCAL  AID  AND  IN  LARGELY  DISCRETIONARY  AREAS. 

(CHART  G) 

MEDICAID  AND  EMPLOYEE  HEALTH  BENEFITS  ARE  TWO  OF  THE  MOST  DIFFICULT  TO  CONTROL 
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BUDGET  ITEMS.     ANOTHER,    PENSIONS,   WAITS  IN  THE  WINGS,   DUE  TO  THE  BACK-END 
FUNDING  OF  THE  LIABILITIES   IN  THIS  AREA. 

(CHART  H) 

WHAT  IS  NEEDED  NOW  IS  A  PLAN  TO  CONTROL  THE  LARGEST  OF  THE  COMMITTED  EXPENDI- 
TURES, TO  PRESERVE  THE  PROGRESS  MADE  IN  THE  '80S,  AND  TO  CONTINUE  AN  AGENDA  OF 
INVESTMENT  IN  OUR  FUTURE.     THE  ACTION  REQUIRED  CANNOT  BE  DONE  OVERNIGHT,   BUT  WE 
MUST  BEGIN  THIS  LONG-TERM  PROCESS. 

V.   A  COMMITMENT  TO  CONTROL 

THE  NEED  FOR  CONTROL  HAS  THREE  PRINCIPAL  COMPONENTS:     1)  THE  CONTROL  OF  HEALTH 
CARE  COSTS;   2)  THE  CONTROL  OF  BENEFIT  PLAN  COSTS;  AND  3)  MANAGEMENT  CONTROL. 

1.   HEALTH  CARE 

HEALTH  IS  A  POPULAR  PRODUCT  LINE  --  ONE  WITH  BAD  MARKET  CHARACTERISTICS,   BUT  A 
GREAT  PRODUCT  LINE.     WE  NEED  SOME  NEW  THEORIES. 

THE  FASTEST  GROWING  PORTION  OF  THE  BUDGET  IS  HEALTH  CARE  COSTS,  SPECIFICALLY 
MEDICAID.     HEALTH  NEEDS  TO  BE  A  SEPARATE  FOCUS.     QUITE  SIMPLY,  THERE  NEEDS  TO  BE 
A  STAND-ALONE  DEPARTMENT  OF  HEALTH. 

THE  CURRENT  EXECUTIVE  OFFICE  OF  HUMAN  SERVICES  REPRESENTS  40%  OF  THE  BUDGET;  THE 
SPAN  OF  CONTROL  OF  THE  SECRETARY  OF  HUMAN  SERVICES  IS  TOO  LARGE. 

(CHART  I) 

A  REORGANIZATION  MAY  BE  THE  SINGLE  BEST  WAY  TO  GIVE  THE  COMMONWEALTH  CLARITY  OF 
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FOCUS  ON  SOME  VERY  COMPLEX  TOPICS.     A  NEW  HEALTH  ORGANIZATION  SHOULD  ALSO 
ENCOMPASS  RATE  SETTING  AND  MANAGEMENT  OF  STATE-OWNED  HEALTH  FACILITIES.     THEN  A 
COMPREHENSIVE  HEALTH  CARE  STRATEGY  MUST  BE  DEVELOPED  TO  ADDRESS  THE  STATE'S  ROLE 
IN  PROVIDING,   PAYING  FOR,   AND  PRICING  HEALTH  CARE. 

FOR  EXAMPLE,  CURRENT  RESPONSIBILITY  FOR  PROGRAMS  OPERATING  UNDER  THE  FEDERAL 
GOVERNMENT'S  MEDICAID  GUIDELINES  IS  SPREAD  ACROSS  NUMEROUS  DEPARTMENTS  AND 
PROGRAMS . 

(CHART  J) 

WHENEVER  THE  FEDERAL  GOVERNMENT  ISSUES  A  NEW  OMNIBUS  SET  OF  GUIDELINES  OUR 
RESPONSE  IS  FRAGMENTED.     AT  THE  STATE  LEVEL,  THE  STRUCTURE  IS  TOO  UNWIELDY. 

AS  FOR  MEDICAID,   MASSACHUSETTS  HAS  BEEN  A  GENEROUS  PROVIDER. 

(CHART  K) 

FIFTY  PERCENT  OF  OUR  COSTS  THIS  FISCAL  YEAR  ARE  FOR  THE  ELDERLY.     COSTS  FOR  THE 
ELDERLY  ARE  ALSO  THE  FASTEST  GROWING:     25%  FOR  1991,  VERSUS  16%  IN  THE  REST  OF 
MEDICAID. 

THE  PERCENTAGE  OF  OUR  CITIZENS  WHO  ARE  ELDERLY  AND  OVER- 85  IS  HIGHER  THAN  THE 
NATIONAL  AVERAGE.     OUR  CARE  ENVIRONMENT  IS  ALSO  HIGH  COST  --  ESPECIALLY  IN 
NURSING  HOMES  --  AND  GETTING  MORE  EXPENSIVE. 

THE  STATE  SENATE  HAS  BEGUN  TO  ADDRESS  THE  POLICY  ISSUES  IN  THIS  AREA  AND  THEIR 
EFFORTS  NEED  SUPPORT. 

OUR  TASK  FORCE  HAS  ACCUMULATED  CONSIDERABLE  DATA  ON  THIS  TOPIC  AND  PLANS  TO  HELP 
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OUR  GOVERNMENT  UNDERSTAND  BETTER  WHAT  IS  DRIVING  OUR  COSTS  UP  AND  WHAT  TO  DO 
ABOUT  IT.      IT  IS  THE  ONE  UNFINISHED  PIECE  OF  OUR  BUSINESS  ABOUT  WHICH  WE  HOPE  TO 
SAY  MORE  IN  OUR  FINAL  REPORT. 

TO  CARRY  THE  BALL  FORWARD,   HOWEVER,   A  SEPARATE  HEALTH  CARE  TASK  FORCE  SHOULD  BE 
CREATED,    INCLUDING  SOLID  THEORETICIANS  TO  ADDRESS  THE  FUTURE  COSTS  OF  HEALTH 
CARE  IN  THIS  STATE. 

(CHART  L) 

ITS  AGENDA  NEEDS  TO  INCLUDE: 

0       PUBLIC  HEALTH  ISSUES 
0      UNIVERSAL  HEALTH  CARE 
0       HOSPITAL  CAPACITY 
AND  IN 

0  MEDICAID 

-  DEMOGRAPHICS  OF  ELDERLY 

-  PROGRAM  DESIGN  AND  EXECUTION 

-  FACTORS  DRIVING  UP  COSTS 

-  CO-PAYMENT  ISSUES 

THE  HEALTH  CARE  TASK  FORCE  COULD  ALSO  PLAN  FOR  THE  ACTUAL  SETTING-UP  OF  THE  NEW 
DEPARTMENT  (OR  A  RESHAPED  DEPARTMENT  IF  IT  IS  TO  BE  PUT  TOGETHER  WITH  THE 
DEPARTMENT  OF  ELDER  AFFAIRS). 

2.     EMPLOYEE  BENEFITS 


EMPLOYEE  BENEFIT  COSTS  NEED  ATTENTION.     FOR  1990,   THE  LATEST  ESTIMATE  OF  HEALTH 
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INSURANCE  COSTS  FOR  THE  STATE'S  EMPLOYEES   IS  452  MILLION  DOLLARS,   UP  31%  FROM 
1989.     THESE  COSTS  HAVE  BEEN  CROWING  STEADILY  OVER  THE  DECADE.     THE  GROWTH  RATE 
IS  PICKING  UP.     THE  STATE  NEEDS  TO  GET  OUT  IN  FRONT  OF  THESE  HEALTH  INSURANCE 
COSTS . 

(CHART  M) 

INNOVATIVE  SOLUTIONS  NEED  TO  BE  PUT  FORWARD.     THE  TASK  FORCE  BELIEVES  THAT  THE 
COMMONWEALTH'S  HEALTH  CARE  PROGRAM  SHOULD  BE  REDESIGNED  TO  MAXIMIZE  THE  NUMBER  OF 
EMPLOYEES  WHO  RECEIVE  CARE  THROUGH  NETWORKS  THAT  HAVE  DEMONSTRATED  AN  ABILITY  TO 
TRULY  MANAGE  UTILIZATION  AND  NEGOTIATE  EFFECTIVE  PROVIDER  DISCOUNTS.  THE 
COMMONWEALTH  SHOULD  REPLACE  THE  CURRENT  INDEMNITY  PLAN  WITH  A  MANAGED  CARE 
NETWORK.     UNDER  SUCH  A  PLAN,   EMPLOYEES  WOULD  RECEIVE  COMPARABLE -TO -CURRENT 
BENEFIT  LEVELS  IF  THEY  USED  IN -NETWORK  PROVIDERS,   BUT  REDUCED  COVERAGE  (REFLECT- 
ING THE  ABSENCE  OF  PROVIDER  DISCOUNTS  AND  UTILIZATION  MANAGEMENT)   IF  THEY  USE 
NON-NETWORK  PROVIDERS. 

THE  TASK  FORCE  ALSO  RECOMMENDS  THE  INTRODUCTION  OF  EMPLOYEE  CONTRIBUTIONS  FOR  HMO 
COVERAGE  AND  THE  INTRODUCTION  OF  SERVICE-RELATED  CONTRIBUTIONS  FOR  RETIREE 
MEDICAL  COVERAGE. 

ONE  TASK  FORCE  MEMBER,  NANCY  MILLS,   EXECUTIVE  DIRECTOR  OF  THE  SERVICE  EMPLOYEES 
INTERNATIONAL  UNION,   DISAGREES  WITH  SOME  OF  THESE  RECOMMENDATIONS  AND  HAS  OFFERED 
A  DIFFERENT  APPROACH  FOR  ADMINISTERING  THE  PLAN.     HER  SUGGESTIONS  WILL  BE  SET 
FORTH  IN  OUR  FINAL  REPORT. 
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PENSION  PLAN  INVESTMENT  STRATEGY 

WE  HAVE  CAREFULLY  REVIEWED  THE  COMMONWEALTH'S  PENSION  PLAN  AND  FOUND  IT  WITHIN 
ACCEPTABLE  GUIDELINES.     THE  COMMONWEALTH'S  PENSION  COSTS  ARE  ON  A  RISING  TREND 
DUE  TO  THE  METHOD  OF  FUNDING  PAST  LIABILITIES.     THE  BILL  WILL  HAVE  TO  BE  PAID, 
BUT  THERE  IS  AN  OPPORTUNITY  TO  OFFSET  SOME  OF  THE  IMPACT  OF  INCREASED  COSTS 
THROUGH  REALLOCATING  THE  INVESTMENT  PORTFOLIO  MORE  TOWARDS  EQUITIES,  WHICH 
PRODUCE  HIGHER  RATES  OF  RETURN  THAN  FIXED  INCOME  INVESTMENTS  IN  THE  LONG  RUN. 

3.   MANAGEMENT  CONTROL 

THE  STATE'S  FINANCIAL  OPERATIONS  NEED  STRENGTHENING.     THE  MANY  DEMANDS  BEFORE  US 
WILL  REQUIRE  MORE  PRIORITY- SETTING  THAN  WE  HAVE  DONE  IN  THE  PAST.  ADMINISTRATION 
AND  FINANCE- -A  &  F- -SHOULD  BE  ORGANIZED  INTO  A  LOGICAL  GROUPING  OF  THE  FOUR  MAJOR 
FUNCTIONS  REPORTING  DIRECTLY  TO  THE  SECRETARY  --  A  CHIEF  FINANCIAL  OFFICER,  A 
CHIEF  INFORMATION  OFFICER,  A  CHIEF  OF  HUMAN  RESOURCES,  AND  A  CHIEF  OF  CENTRAL 
SERVICES.     THIS  INCLUDES  BRINGING  THE  COMPTROLLER  IN  UNDER  THE  FINANCIAL  GROUP. 

(CHART  N) 

THE  COMPTROLLER  CURRENTLY  REPORTS  DIRECTLY  TO  THE  GOVERNOR ,   INTERRUPTING  THE 
SMOOTH  FLOW  OF  INFORMATION  AND  ITS  USE  IN  EXPENSE  CONTROL  AS  A  MANAGEMENT  TOOL. 
WE  ALREADY  HAVE  AN  INDEPENDENT  AUDITOR  AND  TREASURER,  WE  DO  NOT  NEED  AN  INDEPEN- 
DENT COMPTROLLER.     THE  USE  OF  CONTROLS  TO  ASSIST  IN  COST  FORECASTING  AND 
CONTAINMENT  MUST  BE  EMPHASIZED. 
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THERE  ARE  ADDITIONAL  ELEMENTS  OF  MANAGEMENT  CONTROL. 

(CHART  0) 

WE  MUST  DEVELOP  A  CAPITAL  BUDGET   .     WE  FACE  A  DAUNTING  AGENDA  OF  CAPITAL  PROJECTS 
IN  THE  COMING  DECADE.     THE  MUCH- PUBLICIZED  THIRD  HARBOR  TUNNEL  AND  THE  DEPRESSION 
OF  THE  CENTRAL  ARTERY  ARE  ONLY  A  PART.     MOST  OF  THE  WORK  IS  CAPITAL  MAINTENANCE 
ON  THOUSANDS  OF  BRIDGES,   BUILDINGS  AND  ROADS,   DAMS,   AND  OTHER  PUBLIC  PROPERTY. 
OUR  NEEDS  ARE  GREAT,  OUR  RESOURCES  CONSTRAINED  --  YET  OUR  CURRENT  SYSTEM  DOES  NOT 
SUPPORT  PRIORITIZATION.     NUMEROUS  ORGANIZATIONS  SUBMIT  INDIVIDUAL  REQUESTS 
PIECEMEAL. 

(CHART  P) 

A  MASTER  CAPITAL  BILL  IS  A  SOUND  FIRST  STEP  IN  SUPPORTING  PRIORITY- SETTING . 

WE  MUST  BEGIN  LONG-RANGE  PLANNING.     A  MORE  THOROUGH  ATTEMPT  NEEDS  TO  BE  MADE  TO 
ANALYZE  PATTERNS  OF  ECONOMIC  GROWTH,   REVENUE  AND  SPENDING  IN  THE  STATE'S 
PROGRAMS.     A  FIVE-YEAR  VIEW  SHOULD  BE  AN  ANNUAL  EVENT. 

ON  THE  CAPITAL  SIDE,   FIVE-YEAR  PLANS  SHOULD  BE  REQUIRED  FROM  ALL  MAJOR  CAPITAL 
SPENDING  ENTITIES  ON  A  CONSISTENT  BASIS.     THIS  SUBMISSION  OF  PLANS  MUST  INCLUDE 
AUTHORITIES  TO  PROVIDE  PLANNERS,  AND  THE  LEGISLATURE  --  WITH  THE  MOST  ACCURATE 
AND  COMPREHENSIVE  VIEW  POSSIBLE.     WITHIN  THIS,   THOUGH,   AUTHORITIES  SHOULD  NOT 
HAVE  THE  POWER  OVER  THEIR  OWN  RATE  SETTING  AND  OPERATING  MANAGEMENT  COMPROMISED. 

WE  MUST  IMPROVE  REVENUE  FORECASTING.  THE  EXECUTIVE  BRANCH  AND  LEGISLATIVE  BRANCH 
SHOULD  SHARE  AN  ADEQUATE,   FULLY -PROFESSIONAL,   NONPOLITICAL  STAFF.  GREATER 
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EXPERTISE  IS  THE  ONLY  ANSWER  TO  A  NEED  THAT  HAS  BECOME  SO  APPARENT  THIS  FISCAL 
YEAR. 

WE  SHOULD  DEVELOP  AN  ASSET  INVENTORY  SYSTEM.     THE  STATE  DOES  NOT  KNOW  WHAT  IT 
OWNS.     BOTH  VERTICAL  AND  HORIZONTAL  INFRASTRUCTURE  SHOULD  BE  INCLUDED,  AND  BOTH 
STATE  AGENCIES  AND  AUTHORITIES  SHOULD  BE  PART  OF  THE  SYSTEM.     INCENTIVES  TO 
CREATE  EFFECTIVE  PORTFOLIO  MANAGEMENT  OF  CAPITAL  ASSETS  NEED  TO  BE  DEVELOPED.  IN 
1988,   WHILE  WE  ACQUIRED  CONSIDERABLE  PROPERTY,  WE  ONLY  SUCCEEDED  IN  DISPOSING  OF 
6  ASSETS,  WORTH  A  TOTAL  OF  $10,000. 

LASTLY,   IT  GOES  WITHOUT  SAYING  THAT  WE  NEED  CONTINUOUS  ATTENTION  TO  EXPENSE 
CONTROL  SO  LONG  AS  THE  FISCAL  CRISIS  LASTS.     A  COMMITMENT  MUST  BE  MADE  ON  BEHALF 
OF  ALL  BRANCHES  OF  GOVERNMENT  TO  DO  EVERYTHING  POSSIBLE  IN  THE  SHORT  TERM  TO  SAVE 
ON  EXPENSES.     THE  TASK  FORCE  TABULATED  BUT  MADE  NO  EFFORT  TO  INVESTIGATE  THE  WIDE 
VARIETY  OF  IDEAS  THAT  HAVE  BEEN  OFFERED.     WE  COMMEND  THE  EFFORTS  OF  THE  HOUSE  AND 
SENATE  IN  ADDRESSING  THESE  ISSUES.       BUT,   IT  NEEDS  TO  BE  AN  ONGOING  PROCESS. 

IN  SUM,   WE  NEED  A  COMMITMENT  TO  CONTROL.     AT  THE  SAME  TIME  WE  NEED  TO  -- 

VI.     PRESERVE  THE  PROGRESS  MADE  IN  THE  EIGHTIES  IN  HUMAN  SERVICES. 

MASSACHUSETTS  HAS  COME  A  LONG  WAY  FROM  THE  DAYS  WHEN  DEPLORABLE  CONDITIONS  AT 
YOUTH  "TRAINING"  SCHOOLS  AND  GROSS  DEFICIENCIES  IN  THE  CONDITIONS  OF  INSTITUTIONS 
FOR  THE  MENTALLY  RETARDED  BROUGHT  THE  COMMONWEALTH  INTO  EXPENSIVE  LAW  SUITS. 
ON  ALL  FRONTS,   NOT  JUST  AREAS  OF  COURT  INTERVENTION,  WE  CAN  BE  PROUD  OF  THE  LEVEL 
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AND  EFFECTIVENESS  OF  HUMAN  SERVICES  CURRENTLY  DELIVERED  IN  THE  COMMONWEALTH. 

(CHART  Q) 

GOING  FORWARD,   WITH  LITTLE  PROSPECT  OF  GENEROUS  FUNDING  LEVELS,   WE  MUST  FOCUS 
HARD  ON  PRESERVING  THE  GAINS  WE  HAVE  MADE.     THIS  WILL  BE  DIFFICULT.     NEW  PROBLEMS 
LOOM.     THE  "DRUG"  CRISIS  TRANSLATES  DIRECTLY  INTO  NEW  NEEDS  TO  BE  MET.  OTHER 
NEEDS  WILL  EMERGE.     THE  HUMAN  SERVICES  DEPARTMENT  NEEDS  BETTER  WAYS  TO  PRIORITIZE 
THESE  EMERGING  NEEDS  RELATIVE  TO  EXISTING  SERVICES  AND  PROGRAMS.  AUTOMATED 
SYSTEMS  TO  ASSIST  IN  EFFICIENT  CASE  MANAGEMENT  AND  THE  USE  OF  INCENTIVES  TO 
PROMOTE  PRODUCTIVITY  AMONG  AGENCIES  AND  SERVICE  PROVIDERS  NEED  TO  BE  DEVELOPED. 
EFFICIENCIES  ARE  THE  ONLY  ROUTE  TO  MAINTAINING  EXCELLENCE  AND  EFFECTIVENESS. 

A  REDUCTION  IN  THE  SCOPE  OF  THE  HUMAN  SERVICES  SECRETARIAT  SHOULD  PROVIDE  MORE 
TIME  AVAILABLE  FOR  BETTER  MANAGEMENT  OF  SCARCE  RESOURCES. 

VII.     INVESTMENT  IN  OUR  FUTURE 

OUR  ACCUMULATED  WEALTH  CAN  BE  USED  TO  HELP  IN  THE  TRANSITION  TO  AN  EQUILIBRIUM. 
HOWEVER,  TO  MERELY  LIVE  OFF  OUR  WEALTH  IS  A  POOR  LONG-TERM  STRATEGY,   LEST  WE  FIND 
OURSELVES  BACK  DOWN  AGAIN  AT  ECONOMIC  LEVELS  WHICH  REQUIRE  ANOTHER  MIRACLE.  IT 
IS  MUCH  MORE  DESIRABLE  TO  SELECT  STRATEGIES  WHICH  ARE  LIKELY  TO  RAISE  INCOME 
LEVELS  LONGER  TERM- -OR  AT  LEAST  SUSTAIN  THEM  AT  A  HIGH  LEVEL. 

TO  DO  SO  REQUIRES  GREATER  INVESTMENT,  BOTH  PUBLIC  AND  PRIVATE.  STATE  GOVERNMENT 
CAN  HELP  IN  ITS  ATTITUDES  AND  POLICIES  WITH  REGARD  TO  THE  PRIVATE  SECTOR  AND  CAN 
DIRECT  ITS  OWN  ATTENTION  MORE  CLOSELY  TO  THE  INVESTMENT  SIDE  IN  ITS  PUBLIC 
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AGENDA .      IMPROVING  THE  INFRASTRUCTURE  AND  THE  QUALITY  OF  OUR  WORKFORCE  ARE  GOOD 
PUBLIC  INVESTMENTS. 

EDUCATION 

THE  STATE'S  ECONOMY  NEEDS  THE  ECONOMIC  STIMULATION  OF  ADVANCED  RESEARCH.     WE  NEED 
HIGH  VALUE-ADDED  BUSINESSES  TO  SUPPORT  OUR  HIGH  LEVEL  OF  INCOME  WHICH,   IN  TURN, 
REQUIRE  SKILLED  AND  TRAINED  WORKERS.     COMMUNITY  COLLEGES  SEEM  TO  BE  CLEARLY 
MEETING  PART  OF  THAT  NEED.     OUR  STATE  UNIVERSITIES  HAVE  THE  DUAL  ROLE  OF  BOTH 
PRODUCING  HIGHLY- TRAINED  STUDENTS  AND  ENGAGING  IN  RESEARCH  WHICH  ADDS  TO  MAS- 
SACHUSETTS'  "INTELLECTUAL  INFRASTRUCTURE"  AND  FOSTERS  FUTURE  ECONOMIC  GROWTH. 
BETWEEN  THESE  TWO  ORGANIZATIONS  LIE  THE  STATE  COLLEGES  WHOSE  MISSION  SEEMS  LESS 
CLEAR.     OVERALL,  OUR  SPENDING  IN  THIS  AREA  HAS  PRODUCED  GOOD  RESULTS. 

(CHART  R) 

NOW,  WITH  ENROLLMENTS  STARTING  TO  DECLINE  DUE  TO  DEMOGRAPHIC  TRENDS,  FUNDING 
LEVELS  STABILIZING,  AND  WITH  A  GROWING  SLATE  OF  CAPITAL  PROJECTS  DEFERRED  FOR 
RESEARCH,   SCIENTIFIC  AND  ENGINEERING  FACILITIES,  THE  BOARD  OF  REGENTS  IS  WORKING 
ON  STRATEGIES  TO  BEST  UTILIZE  THE  POOL  OF  FUNDS  THEY  WILL  HAVE.     THIS  IS  THE 
RIGHT  DIRECTION.     CERTAINLY,   SHARPENING  THE  FOCUS  OF  INDIVIDUAL  INSTITUTIONS  AND 
SETTING  CAPITAL  PRIORITIES  TOWARDS  THOSE  PROJECTS  THAT  MOST  CLEARLY  PLAY  A  ROLE 
IN  SUPPORTING  OUR  ECONOMIC  GROWTH  ARE  WORTHY  GOALS. 

IN  THIS  NEW  ENVIRONMENT,  THE  RELATIONSHIP  BETWEEN  THE  REGENTS  AND  THE  INDIVIDUAL 
INSTITUTIONS  NEEDS  TO  EVOLVE.     LONGER- RANGE  PLANNING  SHOULD  OCCUR  AT  THE  REGENT 
LEVEL.     HOWEVER,  MORE  FOCUSED  OPERATIONAL  CONTROL  SUCH  AS  TUITION- SETTING  SHOULD 


BE  DONE  AT  THE  INSTITUTIONAL  LEVEL.     THIS  WILL  HELP  ALONG  THE  CAREFUL  PROCESS  OF 
PRIORITIZATION. 

INFRASTRUCTURE 

WE  HAVE  A  DAUNTING  SET  OF  CAPITAL  NEEDS  AHEAD  OF  US.     YET  THE  OPERATING  BUDGET  OF 
THE  DEPARTMENT  OF  TRANSPORTATION  AND  CONSTRUCTION  WAS  THE  ONLY  DEPARTMENTAL 
BUDGET  WHICH  DECLINED  IN  THE  EIGHTIES,   TAKING  INFLATION  INTO  ACCOUNT. 

STATE  AGENCIES  AND  AUTHORITIES  HAVE  IDENTIFIED  CAPITAL  SPENDING  REQUESTS  FOR  THE 
TEN  YEARS  OF  THE  1990S  TOTALLING  $45  BILLION. 

(CHART  S) 

WHAT  IS  MOST  ASTOUNDING  IS  THAT  62%  OF  OUR  NEEDS  ARE  TO  REPAIR  WHAT  WE  ALREADY 
HAVE,  AND  CLEAN  UP  BOSTON  HARBOR. 

DESPITE  THE  APPARENT  SOBRIETY  OF  THE  ESTIMATES,   IT  IS  CLEAR  THAT  THIS  STATE  -- 
EVEN  WITH  FEDERAL  AND  LOCAL  MONEY  --  SIMPLY  CANNOT  AFFORD  THIS  LEVEL  OF  SPENDING, 
AND  SO  PRIORITIES  MUST  BE  SET. 

THE  EXACT  CRITERIA  OF  PRIORITIES  FOR  CAPITAL  SPENDING  SHOULD  BE  DEVELOPED  IN  A 
NEW  CAPITAL  PLANNING  PROCESS,   BUT  THE  CONTOURS  SEEM  CLEAR:     MANDATED  PROJECTS; 
DEFERRED  MAINTENANCE;   FEDERALLY- FUNDED  WORK;  AND  PROJECTS  THAT  SUPPORT  ECONOMIC 
GROWTH . 
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A  SPECIAL  PRIORITY 

ONE  THING  WOULD  HELP  RIGHT  AWAY .     WE  SHOULD  BEGIN  IMMEDIATELY  ATTACKING  DEFERRED 
PUBLIC  WORKS  MAINTENANCE  PROJECTS.     WE  WILL  HAVE  SLACK  IN  THE  CONSTRUCTION  SECTOR 
PRIOR  TO  THE  FULL  ONSET  OF  THE  LARGE  PUBLIC  WORKS  AGENDA  OF  THE   '90S.  MOREOVER, 
MORE  JOBS  MEANS  MORE  INCOME  AND  MORE  REVENUES. 

WE  SHOULD  PROMPTLY  PASS  A  GAS  TAX  TO  FUND  AN  AGENDA  OF  WIDESPREAD  PUBLIC  WORKS  - - 
CONCENTRATING  ON  PROJECTS  THAT  THEN  CAN  BE  GOTTEN  UNDERWAY  QUICKLY.     SUCH  A 
PROJECT  SLATE  EXISTS  AND  IS  READY  TO  GO. 

IX.     OUR  FINANCIAL  FLEXIBILITY 

WE  HAVE  ROOM  IN  OUR  FINANCIAL  STRUCTURE  TO  HANDLE  A  CAREFULLY  DEVISED  AGENDA,  BUT 
NOT  A  LOT,   CONSIDERING  THE  NEEDS. 

OUR  STATE  GOVERNMENT  IS  AT  A  MODERATELY  HIGH  LEVEL  OF  DEBT,   BUT  THIS  IS  PARTLY  A 
PRODUCT  OF  OUR  UNUSUAL  DEBT  MIX  OF  HIGHER  STATE  DEBT  AND  LOWER  COUNTY  AND 
MUNICIPAL  DEBT  THAN  IS  COMMON  ELSEWHERE.     THE  OVERALL  DEBT  BURDEN  OF  STATE  AND 
LOCAL  DEBT  ON  OUR  CITIZENS  IS  CERTAINLY  NOT  LOW,   BUT  IS  NOT  TOO  HIGH  COMPARED  TO 
OTHER  STATES 

(CHART  T-l) 

NOR  IS  OUR  DEBT  SERVICE  COST. 

(CHART  T-2) 

OUR  STATE  GOVERNMENT  INDEBTEDNESS  HAS  GONE  UP  SINCE  THE  COMPARATIVE  DATA  SHOWN 
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HERE ,  BUT  SO  WE  BELIEVE  HAS  THE  DEBT  OF  OUR  COMPETITORS.  THE  ISSUE  IS  OUR  FISCAL 
LOG- JAM,   NOT  THE  INTRINSIC  ABILITY  TO  SUPPORT  DEBT. 

FOR  EXAMPLE,   DURING  THE  PAST  TWO  FISCAL  YEARS,   CAPITAL  SPENDING  BY  THE  STATE 
GOVERNMENT  HAS  JUMPED;   AND  SO  HAS  GENERAL  OBLIGATION  INDEBTEDNESS.     THIS  IS  THE 
RESULT,   THOUGH,   OF  STARTING  FROM  A  RELATIVELY  LOW  BASE.     OUR  GENERAL  OBLIGATION 
INDEBTEDNESS  IS  LOWER  NOW  (ADJUSTED  FOR  INFLATION)  THAN  IT  WAS  IN  1977,  WHILE 
PERSONAL  INCOME  HAS  CLIMBED  SHARPLY 

(CHART  U) 

AS  FOR  REVENUE  FLEXIBILITY,   THE  DEPARTMENT  OF  ADMINISTRATION  AND  FINANCE 
ESTIMATES  THAT  WE  ARE  $1.2  BILLION  BELOW  THE  TAX  CAP  FOR  FISCAL  YEAR  1990  AND 
WILL  BE  $2.1  BILLION  BELOW  IT  IN  FISCAL  1991. 

OUR  NON-TAX  BURDEN  IS  LOW,   COMPARED  TO  THAT  IN  OUR  PEER  STATES. 

(CHART  V-l) 

OUR  LOCAL  TAX  BURDEN  IS  ALSO  LOW 

(CHART  V-2) 

AND  IN  FACT  HAS  DECLINED, 

(CHART  V-3) 

WITHOUT  DAMAGE  TO  OUR  CITIES  AND  TOWNS  THANKS  TO  STATE  AID.  IN  CONTRAST,  WE  RELY 
MORE  THAN  MOST  STATES  ON  STATE  GOVERNMENT  TAXES; 

(CHART  W-l) 

AND  IN  FACT,   OUR  INCOME  TAX  BURDEN  IS  HIGH. 

(CHART  W-2) 

TO  PUT  IT  ANOTHER  WAY,  WE  HAVE  A  REVENUE  POLICY  THAT  RELIES  MORE  ON  BROAD-BASED 


18 


TAXES  THAN  ON  THE  RELATIVELY  LESS  PROGRESSIVE  SOURCES  OF  REVENUE. 
X.     THE  USE  OF  REVENUE  FLEXIBILITY 

A  CAREFUL  ANALYSIS  OF  MASSACHUSETTS  AND  EACH  OF  OUR  16  PEER  STATES  INDICATES  THAT 
OUR  REVENUE  BURDEN  IS  10%  BELOW  THE  AVERAGE  BURDEN. 

(CHART  X-l) 

THIS  IS  EQUIVALENT  TO  $1.8  BILLION  IN  REVENUE. 

(CHART  X-2) 

THE  ENTIRE  FLEXIBILITY  ISN'T  JUST  LYING  THERE  TO  BE  TAKEN. 

(CHART  Y) 

THE  PROBLEMS  OF  THE  EIGHTIES  ARE  LAYING  CLAIM  TO  SOME  OF  IT,   SUCH  AS 
THE  INCOME  TAX  SURCHARGE  TO  COVER  THE  FISCAL  1989  DEFICIT. 

UPCOMING  CLAIMS  ON  OUR  TAX  DOLLARS  INCLUDE  THE  WATER  AND  SEWER  CLEANUPS.  CURRENT 
ESTIMATES  PLACE  THE  COST  OF  DEBT  SERVICES  ON  THE  BONDS  OF  THE  TWO  PROJECTS  ONCE 
THEY  ARE  UP  AND  RUNNING  AT  $850  MILLION  PER  YEAR.     SIMILARLY,   CLEAN-UPS  OF 
HAZARDOUS  WASTE  DISPOSAL  SITES  WILL  REQUIRE  BONDING,  AND  REVENUE  TO  SUPPORT  ITS 
SERVICING. 

A  GASOLINE  TAX  FOR  NEEDED  INFRASTRUCTURE  WORK  WILL  TAKE  A  PIECE. 

SOME  ROOM  MUST  BE  LEFT  FOR  CITIES  AND  TOWNS  TO  INCREASE  THEIR  TAXES,    IF  THEY 
CHOOSE  TO  DO  SO. 
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WE  ALSO  NEED  TO  START  BUILDING  UP  OUR  STABILIZATION  FUND  AND  REPLENISHING  WORKING 
CAPITAL.  THE  WELL-LEARNED  LESSON  OF  THE  VOLATILITY  OF  OUR  REVENUE  STREAM  AND  THE 
TENACITY  OF  SOME  OF  OUR  SPENDING  CATEGORIES  IS  TO  LEAVE  YOURSELF  SOME  ROOM. 

CERTAINLY  THE  FLEXIBILITY  LEFT  SHOULD  BE  USED  CAREFULLY.      IT  SHOULD  NOT  BE  USED 
TO  FUND  MORE  DEFICITS.     THERE  IS  ROOM,   HOWEVER,   TO  BRIDGE  OURSELVES  TO  A  NEW 
EQUILIBRIUM  WITH  SOME  ADDED  TAXES,   SUCH  AS  THE  SALES  TAX  PACKAGE  BEING  CONSIDERED 
BY  THE  HOUSE.     BUT,  ONCE  AGAIN,   IT  WILL  BE  A  BRIDGE  TO  NOWHERE  UNLESS  EXPENSES 
ARE  BROUGHT  UNDER  CONTROL. 

XI.     MASSACHUSETTS'   ECONOMIC  DEVELOPMENT  PROGRAM  NEEDS  REBUILDING. 

FINALLY,  WE  NEED  A  NEW  STRATEGY  WHICH  WILL  FOSTER  RATHER  THAN  MANAGE  ECONOMIC 
DEVELOPMENT.     THE  MOST  PROMISING  ROLE  THE  STATE  CAN  PLAY  IS  IN  STIMULATING  NEW 
GROWTH  THROUGH  AN  IMPROVED  BUSINESS  CLIMATE,   INCLUDING  HOW  TO  FACILITATE  GROWTH 
BY  EASING  REGULATION,   PROVIDING  SUPPORT,  AND  REMOVING  BARRIERS . 

THE  STATE  NEEDS  TO  REBUILD  AND  REINFORCE  ITS  DEVELOPMENT  EFFORT.     IT  SHOULD 
COMMIT  RESOURCES  TO  THE  ATTRACTION  AND  NURTURING  OF  NEW  BUSINESSES  OR  LOSE  OUT 
TO  COMPETING  STATES  WHO  DO. 

XXXXXXXX 

A  WORD  NEEDS  TO  BE  SAID  ABOUT  OUR  ATTITUDE.     WE  ARE  A  WELL-OFF  STATE  --  NOT, 
HOWEVER,   IN  TERMS  OF  SUCH  THINGS  AS  NATURAL  RESOURCES.     WE  ARE  WEALTHY  BECAUSE  WE 
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HAVE  A  HISTORY  OF  BEING  SMART,   OF  WORKING  HARD,   OF  BEING  THRIFTY,   OF  USING  OUR 
RESOURCES  WISELY  AS  WELL  AS  COMPASSIONATELY.     WE  MUST  ENCOURAGE  ACHIEVEMENT  AND 
REMIND  OURSELVES  OF  HOW  WE  GOT  WHERE  WE  ARE  AND  HOW  WE  CAN  KEEP  OURSELVES  AT  THE 
FOREFRONT  OF  THE  UNITED  STATES. 

THANK  YOU. 


### 


